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j Unbundling Back on the Table 


SECO announced disappointing quarter underscored by -2.6% Y/Y decline in sold energy 
(55.5 twh). As highlighted in our Update note of 6-Jan, residential and commercial 
consumption deteriorated during the year, -5% and -14%, respectively. Media reports 
indicate that unbundling is back on the table. Interestingly, tariff increase may no longer by 
a requisite as realized tariff (net of govt fees) in 2018 was 16.1 hal/kwh versus blended 
production cost of 6.7 hal. Until further progress emerges, maintain Hold and SAR 16 
target price. 

Weak consumption moderated by favorable customer mix 

4Q total revenues of SAR 13.0 bln (+14% Y/Y) were buoyed by tariff increase effective Jan- 
2018. However, adjusting for tariff hike implies -11% decline in energy sales to SAR 8.9 
bln. For the year, SECO sold 282.1 twh (-2.2% Y/Y) of energy stemming from -5% drop in 
residential and -14% Y/Y decline in commercial sales on rationalization and potential 
business closures. Conversely, higher value industrial consumption increased +11% and 
government +6% Y/Y, comprising 18% and 15% of total sales, respectively. While energy 
sold/customer declined -6% Y/Y, revenue/customer increased +26% Y/Y - affirming trend 
of higher value contribution. 

Reliance on increased purchased energy drives margin lower 

Gross loss for the quarter widened to SAR 2.4 bln from SAR 1.0 bln due to SAR 14.7 bln 
clawback as government fees and increased purchased energy. SECO’s own energy 
producton declined to 191 twh (-6% Y/Y) while more expensive purchased energy 
increased +8% Y/Y to 91 twh, which we estimate costs 9.1 hal/kwh. In our Update note of 
6-Jan-2019, we highlighted disproportionate impact of purchased energy in cooler months. 
Capex cut 32% 

As the Company scales back generation capacity, capex will also reduce. During 2018, 
capex was cut 32% to c. SAR 30 bln. Other associated benefits include O&M expense 
(-5% Y/Y) and gradual decline in debt financing. 

Substantial earnings weakness 

Net loss for the quarter was SAR 3.8 bln versus SAR 5.5 bln in corresponding period of 
last year, which was impacted by SAR 2.6 bln HR productivity expense. Even after 
adjusting for one-off expense, net loss disappointed. Key to earnings recovery in 2019 
will be consumption, particularly from higher value industrial users. On the expense 
side, we expect further rationalization of fixed costs as SECO scales back generation 
capacity. 
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SAR 16 Hold 

12-Month Target price Recommendation 



Market Capitalization SAR min 72,315 

Shares Outstanding min 4,166 

52-Week High SAR 23.44 

52-Week Low SAR 14.34 

Price Change (YTD) % 14.7 

3-MthADTV min 1.6 

DPS 2019E SAR 0.50 

Reuters / Bloomberg 5110.SE SECOAB 



EBITDA (min) 22,814 25,202 

Net Income (min) 1,785 6,188 


Price Multiples 


2018 2019E 2020E 

P / E 40.5x 

AdjEV/EBITDA 7.8x 

P/S 1.1 x 

P/B I.Ox 


11.7x 20.9x 

7.Ox 7.4x 

0.9x 0.8x 


1-Year Share Performance (Rebased) 
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Research and Advisory Department 


Rating Framework 

BUY 

Shares of company under coverage in this report are expected to outperform relative to the sector or the broader market. 

HOLD 

Shares of company under coverage in this report are expected to perform inline with the sector or the broader market. 

SELL 

Shares of company under coverage in this report are expected to underperform relative to the sector or the broader market. 
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This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm licensed by the Capital Market Authority (CMA) 
to provide investment banking, asset management, securities brokerage, research, and custody services. SFC, and its affiliate, might 
conduct business relationships with the company that is subject of this report and/ or own its security. 

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it 
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should 
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. 

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This 
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take 
into account any investment suitability needs of the recipient. In particular, this report is not customized to the specific investment 
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every 
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security 
is appropriate to his or her needs. Any investment recommendations contained in this report take into account both risk and expected 
return. 

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of 
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements 
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute 
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any 
investment is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, 
can go down as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on 
investments in securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part 
of this report may be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in 
any jurisdiction outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report 
should make themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by 
the foregoing limitations. 
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